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INDUSTRIAL RUBBER PRODUCTS 


FOREWORD 

Ina rapidly changing global trade environment, the international competitiveness of Canadian industry 
is the key to growth and prosperity. Promoting improved performance by Canadian firms in the global 
marketplace is a central element of the mandates of Industry, Science and Technology Canada and 
International Trade Canada. This Industry Profile is one of a series of papers in which Industry, 
Science and Technology Canada assesses, in a summary form, the current competitiveness of 
Canada’s industrial sectors, taking into account technological, human resource and other critical 
factors. Industry, Science and Technology Canada and International Trade Canada assess the most 
recent changes in access to markets, including the implications of the Canada-U.S. Free Trade 
Agreement. Industry participants were consulted in the preparation of the profiles. 

Ensuring that Canada remains prosperous over the next decade and into the next century is 
a challenge that affects us all. These profiles are intended to be informative and to serve as a basis 
for discussion of industrial prospects, strategic directions and the need for new approaches. 
This 1990-1991 series represents an updating and revision of the series published in 1988-1989. 
The Government will continue to update the series on a regular basis. 


Michael H. Wilson 


Minister of Industry, Science and Technology 
and Minister for International Trade 


Structure and Performance 


Structure 
The industrial rubber products industry is made up 
of firms engaged in producing rubber components and 
finished products, excluding tires and footwear. While 
rubber products are used by virtually all industries, the 
major markets are the resource extraction, automotive and 
consumer durables sectors. Separate industry profiles have 
been prepared on Automotive Tires as well as on Footwear. 
The industrial rubber products industry in Canada is com- 
posed of about 170 establishments, which employed 14 000 
people and produced total shipments worth about $1.4 billion 
in 1989. Based on 1988 Statistics Canada data, there were 
86 establishments in Ontario, 42 in Quebec, 18 in British 
Columbia, nine in Manitoba, seven in Alberta, two in each of 
New Brunswick and Saskatchewan and one in Nova Scotia. 


All natural rubber used in Canada is imported; it can be 
extracted from a variety of vegetation, but the most significant 
source is the rubber tree (Hevea brasiliensis). Synthetic rub- 
bers are produced chemically from petrochemical feedstocks. 
The Polysar Rubber Corp., a subsidiary of Bayer AG, is the 
sole Canadian-based manufacturer of synthetic rubbers 
and supplies much of the industry. The principal synthetic 
rubbers include styrene-butadiene, butyl, nitrile, isoprene, 
chloroprene, polysulfide and ethylene propylene diene 
terpolymer (EPDM). Rubber products are also made from 
specialty polymers such as silicone and urethane. 

The first step in the production of a rubber product is 
to blend one or more types of rubber with additives such as 
carbon black, oil, anti-oxidant, anti-ozonant, catalyst, plasti- 
cizer, pigment, accelerator and filler. The compounded rubber 
is processed into the desired shape by pressing in a calender, 
by extrusion or by moulding. Up to this stage, the rubber is 
a plastic compound, in that it can be permanently deformed 


($ millions) 


uo Seater a 


$654 one $309 
Imports Domestic re Exports 


[eee a market 
1785) 


Figure 1 — Imports, Exports and Domestic Shipments, 1989 


by an applied force. The rubber is then transformed into an 
elastomer, or material that recovers its original shape once 
the deforming stress is relieved, through a process known 

as vulcanization. Vulcanization results in the formation of 
new chemical bonds that crosslink individual polymer chains 
and impart the elasticity commonly associated with rubber. 

In some cases, the moulding and vulcanizing operations 

are combined in a Single step. 

Rubber products fall into three categories: commodities 
that are produced in large volumes, custom-moulded items, 
and specialty or high value-added goods. Commodity prod- 
ucts account for an estimated 65 percent of the value of ship- 
ments, custom-moulded items for 30 percent, and specialty 
products for 5 percent. Commodity products include engine 
accessories, pressure-sensitive tape, hoses, weather stripping 
and belting. Most custom products are manufactured for the 
automotive industry. Specialty products command higher 
prices and are based on unique or proprietary technology, 
such as single-ply roofing membranes, industrial and marine 
drive-shaft bearings, and railway crossing pads. 

The industry is characterized by a high level of owner- 
ship concentration. About 10 companies, mostly U.S.-owned, 
collectively account for an estimated 40 percent of the value 
of shipments. Most of these companies manufacture a wide 
range of products. Canadian-owned firms tend to be smaller 
and oriented toward the manufacture of custom-moulded and 
specialty products. 

Foreign-owned subsidiaries represent about one-half 
the number of firms in the industry, but they account for an 


estimated 75 percent of the total value of shipments due to 
their prominence in high-volume, commodity goods. The 
products manufactured by subsidiary companies are often 
similar to those made elsewhere in the corporate network, 
thereby limiting the prospects for Canadian exports of 
these items. A large portion of the import and export trade 
is composed of interplant shipments between subsidiaries 
of multinationals to complement product ranges. 

Imports were valued at $654 million in 1989, and 
accounted for 37 percent of the Canadian market (Figure 1). 
Eighty-three percent of imports came from the United States. 
The largest categories of imports were hoses, sheets, belts, 
gaskets and washers. Approximately 30 percent of all imports 
enter Canada duty-free, with half of this total entering under 
the terms of the Canada-U.S. Automotive Products Trade 
Agreement (Auto Pact). This includes a wide range of 
original equipment manufacturer (OEM) parts such as 
weather stripping, brake parts, bumpers, bushings, gaskets, 
grommets, mountings and insulators. Also entering duty- 
free are certain components used in the manufacture of 
agricultural machinery. 

Exports were worth $309 million in 1989, representing 
21 percent of the value of shipments. Ninety percent of exports 
went to the United States, and about three-quarters of this 
amount was shipped duty-free under the Auto Pact. The prin- 
cipal exports were hoses, sheets, belts, gaskets and washers, 
the same products that Canada imports. 

Raw materials, including packaging, account for about 
70 percent of direct manufacturing costs. Labour and energy 
represent about 27 percent and 3 percent, respectively. 
Approximately 70 percent of raw material costs is for syn- 
thetic and natural elastomers, 20 percent is for compounding 
additives, and 10 percent is spent on yarns, fabrics, hardware 
and packaging. Approximately 65 percent of raw materials 
are domestically sourced. Imported raw materials consist 
primarily of natural rubbers and specialty elastomers that 
are not manufactured in Canada. 


Performance 

Between 1984 and 1989, the value of shipments grew at 
an average real annual rate of 4.6 percent, and employment 
grew at an average annual rate of 4 percent (Figure 2). These 
significant growth rates reflect the strength that existed in 
the major end-use markets and the resulting strong demand 
for traditional rubber components during that period. The 
development of new products or new applications of existing 
products made only a modest contribution to this growth. 

Increasingly, multinational companies are rationalizing 
their North American operations so that plants manufacture 
greater volumes in a narrower range of products. This trend 
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Figure 2 — Total Shipments and Employment 


started during the mid-1970s and accelerated after the 
1981-1982 recession. A few major multinationals withdrew 
from the industrial rubber products industry altogether. In 
some cases, their assets were purchased and production 
continued under new ownership. The effect of rationalization 
is seen in the large increases in both imports and exports 
since 1988, as companies use interplant shipments to round 
out the product range available in each country. 

At the time of writing, the Canadian and U.S. economies 
were showing signs of recovering from a recessionary period. 
During the recession, companies in the industry generally 
experienced reduced demand for their outputs, in addition to 
longer-term underlying pressures to adjust. In some cases, the 
cyclical pressures may have accelerated adjustments and 
restructuring. With the signs of recovery, though still uneven, 
the medium-term outlook will correspondingly improve. 

The overall impact on the industry will depend on the pace 
of the recovery. 


Strengths and Weaknesses 


Structural Factors 

The key factors influencing competitiveness in the 
Canadian industrial rubber products industry are scale of 
operation, relative level of technology, service to customers 
and proximity to markets. 

In general, Canadian plants are smaller and have 
shorter production runs than plants in the United States. 


As a result, they have higher fixed costs per unit of output 
than their American counterparts. 

The higher freight costs for imports as well as the 
logistical difficulty in providing service to customers over 
greater distances generally favour Canadian manufacturers 
in the domestic market. These same factors, however, impede 
the development of export markets for Canadian producers. 
Future growth may be largely contingent on the establishment 
of subsidiary foreign manufacturing plants and distribution 
networks. Another approach may be for Canadian companies 
to enter into partnership agreements with local firms in other 
markets. This type of arrangement can lead to rationalized 
production and sharing of marketing, distribution and 
customer service costs. 


Trade-Related Factors 

Canadian tariffs have offset some of the cost advantages 
that U.S. firms have been able to achieve because of their 
larger production runs. However, under the Canada-U.S. Free 
Trade Agreement (FTA), this protection will gradually disap- 
pear as Canadian and U.S. tariffs on industrial rubber prod- 
ucts are eliminated through equal annual reductions ending 
in January 1998. As of 1 January 1991, the tariffs on products 
imported into Canada from the United States range from duty- 
free to 12.3 percent, with many products assessed at 7.2 per- 
cent. Effective the same date, the tariffs on qualifying products 
entering the United States from Canada range from duty-free 
to 5.6 percent, with many products assessed between 2.1 and 
4.0 percent. Products qualifying under the Auto Pact are duty- 
free. For products not falling under the Auto Pact, U.S. rates 
are generally one-half those in Canada. 

Similarly, higher Canadian tariffs restrict import compe- 
tition from Europe and Japan, thereby giving Canadian manu- 
facturers additional time to become more competitive. Most 
Favoured Nation (MFN) tariff rates for industrial rubber products 
imported into Canada range from duty-free to 17.5 percent, 
with many assessed at 10.3 percent. Tariffs on Canadian 
products entering the European Community (EC) range from 
duty-free to 10 percent, with many assessed at between 2.5 and 
5.8 percent. For products exported to Japan, the rates range 
from 3.4 to 5.8 percent, with most assessed at 4.9 percent. 


Technological Factors 

The industry has ready access to new raw material 
developments and generally uses modern equipment. While 
limited research and development (R&D) is performed in 
Canada, technology is available to subsidiaries through the 
corporate network. Many of the smaller rubber products 
manufacturers rely entirely on raw material suppliers or 
intermediate compounders for technical assistance related 
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to new product development. Manufacturers of specialty 
products must spend more than the industry average on R&D 
in order to retain the performance advantage that differentiates 
their products in the market. 
Developments in thermoplastic elastomer technology 
offer the potential for significant improvements in productivity 
and product quality. Thermoplastic elastomers exhibit the 
elasticity associated with rubber but, under appropriate condi- 
tions, are permanently deformable like plastics. This charac- 
teristic permits the use of plastic-processing technology to 
produce elastomeric products, offering significant cost and 
efficiency advantages over traditional rubber-processing 
methods. These materials are based either on block copoly- 
mers that possess distinct elastomeric and plastic regions 
(domains), or on blends of separate elastomeric and plastic 
polymers. The use of thermoplastic elastomers is expected 
to grow much faster than the market for industrial rubber 
products overall. Applications for which thermoplastic 
elastomers are replacing thermoset rubbers include seals, 
gaskets, hoses, flexible tubing, coated fabrics, weather 
stripping, sheeting, conveyor belting, boots on steering 
columns and air ducts in automobiles. 


Other Factors 

Environmental considerations are receiving increased 
attention by all manufacturing sectors. While tire producers 
have received most of the attention thus far, all rubber product 
manufacturers will ultimately face the problems of dealing 
with waste and discarded material. Rubber products are 
more difficult to recycle than plastics because they cannot be 
reprocessed by the simple application of heat and pressure. 
Recycling processes are based on mechanical disaggregation 
of the article, separation and recovery of the rubber compo- 
nent, and incorporation of the resultant “crumb” rubber into 
another manufacturing process. Only a small number of 
applications have been developed to use recycled rubber, but 
many more will emerge as the costs of environmental compli- 
ance escalate. Some of the existing, limited uses of recycled 
rubber include rubberized asphalt, athletic flooring, rubber 
mats and carpet underlays. 

The increasing need for manufacturers to assume life-cycle 
responsibility for their products will provide further impetus 
for the advancement of thermoplastic elastomer technology 
because these materials can be recycled like plastics. This 
feature facilitates reprocessing of waste and discarded material, 
and opens up many more options for their reincorporation 
into other useful forms. 

An alternative to recycling is incineration. Rubber prod- 
ucts have a relatively high energy content that could be used 
in industrial heating. One option that has received considerable 


attention is the use of tires as a Supplementary fuel in cement 
production. The kilns operate at a temperature that is suffi- 
ciently high to destroy many of the by-products that result 
from lower-temperature combustion processes. Demonstration 
projects to evaluate technical feasibility have been conducted 
in Canada, but approvals for ongoing operation are dependent 
on addressing objections related to the emission of dangerous 
by-products and on the destruction of highly processed, 
petroleum-based elastomers. 


Evolving Environment 


Increased use of thermoplastic elastomers and plastic- 
processing technology will make the industry less labour- 
intensive and more productive. These developments are 
not likely to improve the trade performance of the Canadian 
industry significantly, but will be necessary to maintain its 
position in domestic and foreign markets. : 

Automobile makers in North America are now committed 
to leading-edge technology. This commitment has forced a 
number of industrial rubber product manufacturers, which are 
traditionally important suppliers to auto manufacturers, to 
adopt modern methods such as statistical process control 
and just-in-time delivery systems. 

Tariffs are being eliminated in five equal, annual stages 
on most raw materials, and in 10 equal, annual stages on 
rubber products. This staggered phase-in period is intended 
to enable Canadian manufacturers to adjust to this new envi- 
ronment. When the FTA is fully implemented, it is expected 
that the decrease in prices for finished products will exceed 
the decrease in raw material costs. Manufacturers will be 
likely to revise their business strategies in order to preserve 
or enhance their current levels of profitability. Rationalization 
of commodity manufacturing by many U.S.-owned firms has 
already taken place and will probably continue. Canadian- 
owned manufactuers of commodity goods will need to focus 
on a narrower product range if they are to improve their com- 
petitive position in the North American market. Manufacturers 
of custom-moulded items for local markets will be less affected 
because these products are not generally traded. Exports of 
specialty products are likely to rise as a result of improved 
U.S. market access. 

Further geographic market rationalization is expected, 
with Canadian suppliers focusing on nearby Canadian and 
U.S. markets. The increased marketing and capital costs 
needed to improve competitiveness could be difficult for 
smaller manufacturers to absorb. The development of new 
partnerships and joint ventures with other companies may be 
essential for their continued participation in the marketplace. 
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The industry has expressed concern about the relatively 
higher value of the Canadian dollar in recent periods vis-a-vis 
the American dollar. Under certain economic conditions, a 
significantly lower value is widely recognized as being infla- 
tionary. The resulting higher domestic costs and prices can 
erode, over time, the short-term competitive gains of such 
a lower-valued dollar. 


Competitiveness Assessment 


Foreign-owned manufacturers dominate the production 
of commodity products, while Canadian firms tend to focus 
on custom-moulded and specialty products. Canadian plants 
have higher operating costs than their U.S. counterparts. The 
FTA provides further incentive for multinationals to rationalize 
their operations on a North American scale. The challenge 
for Canadian subsidiaries is to secure product mandates 
that will allow them to produce in sufficient volume to 
compete internationally. 

Manufacturers of specialty products are internationally 
competitive as long as their products offer a performance 
advantage. They will have to sustain research expenditures 
above the industry average in order to maintain this advan- 
tage. Tariff elimination under the FTA should favour increased 
exports of these products to the United States. 

The FTA provides a strong incentive for Canadian-owned 
companies to improve efficiency and competitiveness, either 
through the establishment of commercial alliances with 
U.S.-based firms, or through specialization of production 
on a narrower product range for delivery to the entire North 
American market. 


For further information concerning the subject matter 
contained in this profile, contact 


Materials Branch 

Industry, Science and Technology Canada 
Attention: Industrial Rubber Products 

235 Queen Street 

OTTAWA, Ontario 

K1A OH5 

Tel.: (613) 954-3016 

Fax: (613) 954-3079 


PRINCIPAL STATISTICS 


1984 1985 1986 1987 1988 1989» 
Establishments 133 133 160 152 167 170 
Employment 11504 11 085 12 863 12 966 13 959 14 000 
Shipments ($ millions) 987 1 038 Wis: 1 230 1) ey? 1 440 
Shipments® (constant 1981 $ millions) 858 872 914 981 1 038 1073 


aSee Rubber and Plastic Products Industries, Statistics Canada Catalogue No. 33-250, annual (SICs 1521, rubber hose and belting industry, and 1599, other rubber 
products industries). Prior to 1988, statistics for SIC 1511, tire and tube industry, and SIC 1599 were combined for publication as SIC 1598. Data prior to 1988 include 
ISTC estimates for the other rubber products industry. 


bISTC estimates. 
¢Based on industry selling price index for rubber products. See /ndustry Price Indexes, Statistics Canada Catalogue No. 62-011, monthly. 


TRADE STATISTICS? 


1984 1985 1986 1987 1988) 1989b 
Exports ($ millions) 81 93 103 125 266 309 
Domestic shipments ($ millions) 906 945 1010 1105 1 086 inlet 
Imports ($ millions) 376 400 419 400 602 654 
Canadian market ($ millions) 1 282 1 345 1 429 1505 1 688 1785 
Exports (% of shipments) 8 9 9 10 20 21 
Imports (% of Canadian market) 29 30 29 2/7 36 37 


4See Exports by Commodity, Statistics Canada Catalogue No. 65-004, monthly; and /mports by Commodity, Statistics Canada Catalogue No. 65-007, monthly. 


bit is important to note that data in 1988 and after are based on the Harmonized Commodity Description and Coding System (HS). Prior to 1988, the shipments, 
exports and imports data were classified using the Industrial Commodity Classification (ICC), the Export Commodity Classification (XCC) and the Canadian 
International Trade Classification (CITC), respectively. Although the data are shown as a continuous historical series, users are reminded that HS and previous 
Classifications are not fully compatible. Therefore, changes in the levels for 1988 and after may reflect not only changes in shipment, export and import trends, 
but also changes in the classification systems. It is impossible to assess with any degree of precision the respective contribution of each of these two factors 
to the total reported changes in these levels. 


1984 1985 1986 1987 1988 1989 
United States 85 82 84 84 83 83 
European Community if 8 8 7 3 5 
Pacific Rim 6 6 6 7 7 7 
Other 2 4 2 2 5 5 


See /mports by Commodity, Statistics Canada Catalogue No. 65-007, monthly. 


DESTINATIONS OF EXPORTS? (% of total value) 
1984 1985 1986 1987 1988 1989 
United States 78 78 78 69 91 90 
European Community 4 3 3 3 1 2 
Pacific Rim fi 6 8 14 1 1 
Other - 11 13 11 14 7 7 


4See Exports by Commodity, Statistics Canada Catalogue No. 65-004, monthly. 


REGIONAL DISTRIBUTION (average over the period 1986 to 1988) 


Atlantic Quebec Ontario Prairies British Columbia 


Establishments (% of total) 2 24 54 10 10 


MAJOR FIRMS 


Name Country of Location of 
ownership major plants 
Aeroquip (Canada) Inc. United States Toronto, Ontario 
American Biltrite (Canada) Ltd. United States Sherbrooke, Quebec 
Dayco Products Canada Inc. United States Weston, Ontario 
Epton Industries Inc. Canada Kitchener, Ontario 
Garlock of Canada Limited United States Oakville, Ontario 
Gates Canada Inc. United States Brantford, Ontario 
GenCorp Automotive United States Welland, Ontario 
Goodyear Canada Inc. United States Bowmanville, Ontario 


Owen Sound, Ontario 
Collingwood, Ontario 
Quebec City, Quebec 


Standard Products (Canada) Limited United States Stratford, Ontario 
Mitchell, Ontario 
Georgetown, Ontario 


Waterville T.G. Inc. Japan Waterville, Quebec 
Coaticook, Quebec 
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INDUSTRY ASSOCIATION 


Rubber Association of Canada 
Suite 308, 89 Queensway West 
MISSISSAUGA, Ontario 

L5B 2V2 

Tel.: (416) 270-8322 

Fax: (416) 270-2640 
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